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CEE Economics

Eyeopener

Budget surplus after November

Risk aversion after disappointing US data

Finance minister signals budget surplus after November
Ztoty slightly stronger thanks to rise of EURUSD

Bonds gained from poor global sentiment

Today US non-farm payrolls report

Since the beginning of the Thursday session, trading on global markets followed the same
pattern as during the two previous days. Stock indices fell noticeably through most of the day,
positively impacting bonds. FX market saw only slight fluctuations and it was ADP report from
the US labour market (not as positive as expected) that weakened the dollar which, in turn,
was favourable to CEE currencies and further strengthened bonds. As regards other data
released in the USA later that day, only ISM for services surprised to the upside. First day of
OPEC talks did not bring a reversal of a downward trend in crude oil prices (Brent price fell
below US$60/bbl). The German industrial production accelerated in October in y/y terms, but
less than expected. A stalemate over the US spending bill has continued, however the
Congress passed a bill that ensures financing for government institutions through the next
two weeks, giving some space to reach a final compromise.

Since the beginning of the session EURUSD oscillated around 1.134, however the release of
ADP report triggered an upward move to 1.14. Nevertheless, factors such as slightly better
data from services sector, postponement of the “government shutdown” to 21 December and,
consequently, a rebound on stock markets pushed EURUSD back near 1.1360-1.1370, in the
late afternoon. Today, the government monthly labour market report will be released and may
set the direction for EURUSD for the end of the week (we do not expect any major changes,
though). From a broader perspective, EURUSD has fluctuated in a horizontal trend for four
months, slightly above this year's minimum which is 1.121 from mid-November.

EURPLN broke 4.29 in the first part of the session but at the end of the day was slightly below
the opening level at 4.28 thanks to EURUSD' jump after the US data. Session low was at 4.277.
USDPLN fell to 3.755 from 3.79 and rebounded to 3.76 in the evening. Despite a noticeable
drop of global stock indexes this week, EURPLN is holding fairly close to the 4.26 support level.

In the case of the other CEE currencies, the ruble was under pressure of the falling oil price.
Russian inflation did not help despite it showed a rise to 3.8% y/y in November from 3.5%
bringing the rate hike closer. Looking from a broader perspective, since late November,
USDRUB is holding in a narrow range (65.91-67.53). Yesterday, the forint lost marginally vs the
euro amid lower demand for risky assets while the koruna remained stable. In the late
afternoon, weaker dollar supported the koruna and forint; the ruble stabilized.

On the domestic interest rates market, IRS and bond yields fell by 3-5bp, mostly on the belly
and the long end of the curve, fuelled by core markets’ strength. Bunds and UST yields slid by
3-6bp, driven by European stock markets sell-off and poor US data. 10Y UST yield temporarily
dipped by 9bp while awaiting the extension of financing by Congress and rebounded after the
bill passed. Today we expect Polish yields to rebound, following the UST yields.

The Finance Minister Teresa Czerwinska said that the central budget recorded a surplus
after November and maintained her declaration the fiscal deficit will not surpass 0.6% of GDP
in 2018. According to Dziennik Gazeta Prawna daily, the government plans to reach as good
fiscal metrics as possible this year in order to avoid any conflict with the European
Commission regarding pace of reduction in the structural deficit. Thus, according to the daily,
the Ministry will take no actions aiming at relieving the next fiscal year, like acceleration of VAT
returns. If this is the case, then it is very probable that the deficit will be lower than 1% of GDP
at the year-end. Meanwhile, the budget amendment, approved by the Sejm yesterday,
earmarked PLN11bn of this year's budget savings in expenditure for spending on other
purposes (the government suggested to spend only PLN8bn). Additional means will be
allocated to the National Health Fund (NFZ), construction of local roads, help for farmers hurt
by the drought. The amendment will make it harder for the finance ministry to reach the
declared 0.6%.

According to Labour Ministry, the registered unemployment rate reached 5.8% in
November vs 5.7% in October. The monthly rise in unemployed number (14.3k) was the
highest in November since 2014, which confirms that positive trends on the labour market
have been waning. Despite the Ministry's estimate, we still predict the final jobless rate to be at
5.7%, as the stat office’s numbers about the unemployed are usually a bit lower than Ministry's
flash estimates.
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**Information shows bid levels on the interbank market at the end of the trading day
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Economic Calendar
TIME FORECAST ACTUAL LAST

COUNTRY INDICATOR PERIOD
CET MARKET  SANTANDER VALUE VALUE*

FRIDAY (7 December)

11:00 EZ GDP SA 3Q % yly 1.7 - 1.7
14:30 us Change in Nonfarm Payrolls Nov k 198 - 250
14:30 us Unemployment Rate Nov % 3.7 - 3.7
16:00 us Michigan index Dec pts 97.0 - 97.5

Source: Santander Bank Polska. Bloomberg, Parkiet
* in case of the revision the data is updated
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